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Note:
This guide provides a general description of the Ontario Commercialization Investment Funds program.  It is not intended as a substitute for the Community Small Business Investment Funds Act and Regulations.  Copies of the act may be obtained from the Publications Ontario bookstore by calling (416) 326-5300 or toll-free in Ontario at 1 800 668-9938, or you may order it on line at:  www.ontario.ca  (click on publications and follow the appropriate links).
Ontario Commercialization Investment Funds
Program Overview
The purpose of the Ontario Commercialization Investment Funds program is to leverage seed capital for spin-off technology companies created by faculty, staff or students of research institutes.  Once registered, an Ontario Commercialization Investment Fund corporation or partnership (OCIF) will raise money from investors and will receive a grant after it invests in eligible seed-stage businesses whose primary asset is intellectual property developed at qualifying institutes.  The grant will be calculated as 30 per cent of eligible investments made in a year and payable once a year upon receipt of an application from the OCIF.  In this way, OCIFs provide research institutions in Ontario with an alternative source of the investment capital necessary to promote growth and create jobs.

This guide explains the requirements for establishing an OCIF, the benefits and the requirements governing the investment of OCIF capital into eligible businesses that operate primarily in Ontario.

Benefits of the OCIF program
This new source of investment capital will facilitate the commercialization of technology derived from research and development (R&D) performed in Ontario.  New funding will help these institutions gain better access to private capital that would support the growth and development of entrepreneurial technology firms created by these institutes.

The program is intended to:

(a)
raise the profile of venture capital support for commercialization at Ontario-based research institutes

(b)
encourage research institutes to partner with accredited investors in commercializing research developed by the faculty, staff, students and alumni of research institutes and

(c)
encourage the investment of capital to support the growth and development of new entrepreneurial firms created as a result of research developed through research institutes.

How the program works
$
A research institute or a group of research institutes, as sponsor(s), applies to the Ministry of Research and Innovation for registration of a corporation or partnership as an OCIF.

$
The ministry reviews the application and related documentation.  If approval is granted, a registration number is assigned and a certificate of registration is issued.

$
The OCIF raises capital from eligible investors.

$
When an OCIF corporation/partnership plans to invest or has invested in an eligible business, it will apply to the Ministry of Research and Innovation for a certificate indicating that the investment is an eligible investment and the amount of the grant available in respect of the investment.

$
If approval is granted, the Ministry of Research and Innovation will issue a certificate stating that the investments or proposed investments are eligible, and specifying the amount of grant available.

$
Once a year, the OCIF applies to the Ministry of Research and Innovation for a grant, which is calculated as 30 per cent of the amount of eligible investments.  The maximum amount of grant available to one or more OCIFs in respect of a particular eligible business and all businesses related to the eligible business is $225,000 (maximum investment of $750,000).

$
Note that there may be tax consequences resulting from the receipt of the grant.  For additional information, please call the Tax Advisory section of the Income Tax Related Programs Branch at (905) 436-4535 or contact the Canada Revenue Agency.

Sponsor
A sponsor of an OCIF is an eligible research institute that has the meaning assigned by subsection 43.9(29) of the Corporations Tax Act under the Ontario Business-Research Institute Tax Credit program.  This includes:

$
a university or college of applied arts and technology in Ontario

$
Ontario Centres of Excellence Inc. (formerly an Ontario Centre of Excellence) or a network of Centres of Excellence or

$
a hospital research institute.

Note that an eligible institute can act as a sponsor for more than one OCIF and an OCIF can have one or more sponsors.  An existing OCIF may also add new sponsors, subject to the requirement that it provide an amended proposal describing its formal relationship with each sponsor, and that the new sponsor confirms its decision to be an active participant.

Questions as to whether an institute qualifies as an eligible research institute under the Ontario Business-Research Institute Tax Credit program can be directed to: 

Ministry of Finance



Corporations Tax



Advance Rulings Unit



4th Floor, 33 King Street West



PO Box 622



Oshawa ON  L1H 8H6



Tel:  (905) 433-6618

Registration of an OCIF
A sponsor or sponsors must file a proposal with the ministry to register a corporation or partnership under Part III.2 of the Community Small Business Investment Funds Act.  The deadline for submitting an application was December 31, 2006.

A corporation/partnership must satisfy the following conditions to be registered as an OCIF:

$
It has a permanent establishment in Ontario.

$
It is in compliance with the Business Corporations Act or the Canada Business Corporations Act or the laws of Ontario relating to partnerships (as appropriate) and is in compliance with the Securities Act.

$
It has never previously carried on business other than the business related to obtaining registration under this act.

$
The articles of the corporation/partnership agreement must specify that each shareholder/partner must be an eligible investor and must invest at least $25,000 either in shares of the corporation or in the partnership.

$
The sponsor(s) must demonstrate that it will be actively involved in the business and affairs of the corporation or partnership.  Active involvement by the sponsor(s) means a formal relationship between the sponsor(s) and the OCIF, involving practical and effective mechanisms designed to facilitate the sponsor(s) and the OCIF in identifying candidate investments that will meet the intent of the program.

While each OCIF will have a unique formal relationship with its sponsor(s), examples of effective mechanisms could include, but are not restricted to:

(i)
A formal arrangement for an OCIF to review and/or comment on and/or make contact with individual researchers at an early stage, on a regular basis, for research conducted by the sponsor(s).

(ii)
Regular participation by an OCIF in the activities of a research network whose members are sponsors.

(iii)
Regular participation of senior or specialist researchers employed by the sponsor(s) on OCIF technical advisory committees.

(iv)
Participation of a business school professor or senior administrator on the OCIF board.

Each OCIF is also likely to have a unique approach to financing investments.  For example: 

(a)
A syndicate of angel investors forms a limited partnership with an initial outlay of $25,000 each, focused on specific areas of interest, such as software.  They decide to work with several university sponsors to create an OCIF which then presents pre-screened potential investments to the syndicate.  These may be invested in by a sub-group of interested syndicate members.  The OCIF maintains separate notional accounts for each member, recording use of the funds of the member for investments in specific companies as directed by that member, as well as the success of these investments.  The notional accounts include the portion of the OCIF grants attributable to the investments in particular companies selected by that individual.  Individual angel investors are allowed to take an active role in the companies in which they have invested.

(b)
A venture capital fund manager obtains $25,000 initial investment and substantial further commitments from each of several institutional investors to create an OCIF.  The institutional investors release financing for follow-on investments in investee companies.  The grants are allowed to be used to increase the Internal Rate of Return of the OCIF.  The OCIF is allowed to make investments which do not qualify for an grant, but which reflect its investment strategy.  Institutional investors are also allowed, as a group or individually, to provide follow-on investment to companies that outgrow the limits they have mandated for the OCIF.

(c)
A university technology transfer team encourages a group of alumni (accredited investors) to invest in an OCIF.  The alumni may offer advice to managers of investee companies, as well as help them connect to other expertise affiliated with the university.

Subject to the approval of the ministry, investors may sell part or all of their investments in OCIFs to other qualified investors and/or new qualified investors may be added.

On registration of a corporation/partnership as an OCIF, the minister will issue a certificate of registration to the OCIF.

Other Restrictions
$
No grant is available to an OCIF unless it has made at least three eligible investments, each of which is an investment in an eligible business that is not related to either of the other two eligible businesses.  However, once the third investment is made, all three investments are eligible for the grant.  ARelated person@ is defined in the federal Income Tax Act.

$
There are no restrictions on the investments that can be made or maintained by an OCIF.  However, a grant will be available only when the OCIF invests in an eligible business.

$
No grant is payable if the OCIF is not in compliance with the Community Small Business Investment Funds Act or the minister is of the opinion that the fund is conducting its business and affairs in a manner that is contrary to the intent of the legislation, whether or not there has been a contravention of the act.

OCIFs are not precluded from receiving federal funding.

Eligible Investor
The shareholders/partners of an OCIF must be eligible investors.  An eligible investor means an accredited investor as defined in Ontario Securities Commission (OSC) Rule 45-501, but does not include any of the following:

$
a Labour Sponsored Investment Fund corporation

$
a Community Small Business Investment Fund corporation

$
the Business Development Bank of Canada

$
the Government of Canada or of any jurisdiction, or any Crown corporation, instrumentality or agency of a Canadian federal, provincial or territorial government

$
any Canadian municipality or any Canadian provincial or territorial capital city

$
any national, federal, state, provincial, territorial or municipal government of or in any foreign jurisdiction or any instrumentality or agency thereof

$
an individual who is not resident in Canada

$
a corporation or partnership that does not have a permanent establishment in Canada.

The definition of an accredited investor as defined by OSC Rule 45-501 can be found at   
www.osc.gov.on.ca/Regulation/Rulemaking/Current/Part4/rule_20040109_45-501_rule.jsp
Eligible Investment
An investment made by an OCIF is an eligible investment if it is made before January 1, 2011 in an eligible business, and the investment is:


(i)
the purchase of shares issued by the eligible business


(ii)
the purchase of a warrant, option or right granted by the eligible business to acquire a share in the eligible business and


(iii)
not used or intended to be used for any of the following purposes 


(a)
relending


(b)
investment in land except land that is incidental and ancillary to the eligible business activity


(c)
reinvestment or the acquisition of any securities of any person


(d)
financing the purchase or sale of goods or services provided to the eligible business


(e)
the payment of dividends


(f)
the return of capital to a shareholder or the payment of the principal amount of outstanding liabilities owing to a shareholder of an eligible business


(g)
the payment of the principal amount of outstanding liabilities owing to shareholders/partners of the OCIF


(h)
carrying on a business primarily outside Ontario.

Eligible Business
An eligible business is a taxable Canadian corporation or Canadian partnership that at the time of investment by the OCIF:

$
must be commencing activities as a new business and primarily engaged in 


(i)
the research, development and construction of a prototype 

(ii)
the development of a manufacturing process


(iii)
the implementation of a marketing or distribution strategy for a product or

(iv)
a similar activity that is in respect of a service.

$
has a reasonable expectation of profit

$
has total revenue since its incorporation or formation of less than $500,000

$
was formed to exploit intellectual property developed by individuals who are faculty, staff or students (or who were faculty, staff, or students in the three years prior to the investment) of a sponsor of the OCIF

$
pays 50 per cent or more of its wages and salaries to employees who work at a permanent establishment of the corporation or partnership in Ontario

$
has 50 per cent or more of its employees working on the eligible business in Ontario and

$
has total tangible assets (including those of all related corporations and partnerships) of less than $500,000.

An eligible business can be a business that is located in an incubator facility.

Investment Certificate
To obtain a grant, an application must be made to the Ministry of Research and Innovation for a certificate indicating that an investment is eligible and specifying the amount of the grant.

An application can be made at any time.  If investments are made in stages and span more than one calendar year, the certificate can be used each year.  It is not necessary to obtain a separate certificate for each calendar year.

An OCIF that no longer intends to make a proposed investment for which a certificate has been obtained should notify the Ministry of Research and Innovation of such change.  If an investment is not made within 12 months from the application date of an investment certificate, any certificate issued will expire.  However, an extension may be granted by the Ministry of Research and Innovation if the OCIF can demonstrate good business reasons for the delay.

Annual Application for an OCIF Grant
$
An application for grant must be made in the form and manner approved by the minister and shall contain information to (a) verify the amount of the investment and (b) confirm that it was an eligible investment at the time it was made.  This will include a certificate from the Ministry of Research and Innovation and any documents to confirm that any proposed investments approved by that ministry were actually made.

$
Application for OCIF grants must be made no later than March 31 of the year following the year in which the fund made the eligible investments.  The first application can only be made after the OCIF has made at least three unrelated eligible investments.

Annual Report to the Minister
Every OCIF shall provide an annual report to the minister within six months of its fiscal year end, providing such information with respect to its eligible investments as required.  This may include:

$
Total capital raised by the OCIF.

$
Amount of government assistance (from all levels of government) received other than the grant.

$
Names of companies for which the OCIF has received grants and indicate whether it still holds the investments.

$
Amount invested each year and total amount invested to date.

$
Name of entity that is co-investing and the amount of that investment.

$
Details of investments that have been disposed of.

$
Amount of revenue earned by each investee company.

$
A brief overview of the effectiveness of the mechanisms designed to help the sponsor and the OCIF identify candidate investments that will meet the policy intent of the program.  This includes reference to any significant changes to the mechanisms and how they are expected to better achieve the results intended.

Audit and Investigations
A person authorized by the minister may, at all reasonable times, audit or examine the books and records for the purpose related to the administration or enforcement of the act.

Repayment of Grants
$
An OCIF that disposes of an eligible investment less than one year from the date it was acquired shall pay no later than the 31st day after the date of disposition an amount of money equal to 30 per cent of the lesser of (a) the original cost of the investment to the fund and (b) the fair market value of the investment at the time of disposition.

$
If the minister determines that an OCIF received a grant to which it was not entitled or received a grant in excess of its entitlement, the minister shall demand repayment of the excess amount of the grant.

$
An OCIF whose registration is revoked shall immediately pay to the minister an amount equal to the total amount of the grant received in respect of investments made within the 48 months immediately preceding the date of revocation of registration.

PROGRAM ENQUIRIES
Please call the Ministry of Research and Innovation if you have any questions concerning:



registration requirements and process



compliance requirements after registration or



payment/repayment of grants.

Write to:


Ministry of Research and Innovation




Outreach, Promotion and Business Development Branch




Research and Commercialization Division 




11th Floor 




56 Wellesley Street West




Toronto ON  M7A 2E7




Tel: (416) 325-6644

Fax: (416) 326-9654

For information regarding the incorporation of a company, please call:


Ministry of Government Services

Companies and Personal Properties Security Branch


Suite 200


393 University Avenue,


Toronto ON  M5G 2M2


(416) 314-8880 or 1 800 361-3223


(for incorporating companies at the provincial level)


Industry Canada

Corporations Canada


9th Floor


Jean Edmonds Towers South 


365 Laurier Avenue West


Ottawa ON  K1A 0C8


Tel: (416) 954-2714 (Toronto Office) or 1 866 333-5556


(for incorporating companies at the federal level)
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